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Abstract
A well known result in the tax competition literature is that tax rates are set
too low in the Nash equilibrium to finance an efficient level of public
consumption goods. In this model we introduce international spillovers in
public goods provision and show that such spillovers reduce, and in the
limiting case of perfect spillovers, eliminate tax competition. There is,
however, always underprovision of the public good in equilibrium, since
larger spillovers increase the problem of free riding. In an extension to the
model, we demonstrate that congestion costs may result in overprovision
of the public good.
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5Wkh uhdvrq zk| wSR lv lqghshqghqw ri ￿ dqg Q lq wkh txdvl0olqhdu fdvh lv wkh iroorzlqj=
Wkh uhgxfwlrq lq wkh pdujlqdo udwh ri wudqvirupdwlrq lq frqvxpswlrq iroorzlqj dq lqfuhdvh
lq ￿ dqg2ru Q lv pdwfkhg e| dq htxdo uhgxfwlrq lq PUVl +dv lqfuhdvhg vslooryhuv udlvh
wkh h￿hfwlyh vxsso| ri wkh sxeolf jrrg,1
6Iljxuh 4 dqg Iljxuh 5 duh edvhg rq e @4 / |l +n, @5 / dqg Q @5 1
7Dq dowhuqdwlyh dssurdfk zrxog eh wr ohw wkh ohyho ri sxeolf h{shqglwxuh eh wkh vwudwhjlf
yduldeoh1 Dv vkrzq e| Zlogdvlq +4<;;,/ wd{ htxloleuld lq wd{ udwhv dqg sxeolf jrrgv gr
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8H{lvwhqfh ri htxloleulxp zloo eh dvvxphg1 Iru d glvfxvvlrq ri wkh lvvxh ri h{lvwhqfh ri
Qdvk0htxloleuld lq wd{ frpshwlwlrq prghov/ vhh Plqw} dqg Wxonhqv +4<;9,1
9Lw lv zhoo nqrzq lq wkh wd{ frpshwlwlrq olwhudwxuh wkdw lq wklv fdvh wd{hv duh wrr orz dqg
wkh sxeolf jrrg xqghusurylghg lq wkh Qdvk htxloleulxp +]rgurz dqg Plh}vnrzvnl +4<;9,>
Zlogdvlq +4<;;,> Exfryhwvn| dqg Zlovrq +4<<4,,1 Ixhvw dqg Kxehu +4<<<, ghprqvwudwh
wkdw wkh xqghuwd{dwlrq uhvxow pd| qrw krog lq d vlwxdwlrq zlwk lpshuihfw oderu pdunhwv1
Iru wd{ frpshwlwlrq prghov zlwk dv|pphwulf frxqwulhv vhh h1j1 Exfryhwvn| +4<<4,/ Zlovrq
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:Qrwh wkdw htxdwlrq +4314, lq Zlogdvlq +4<;;, lv edvhg rq dq dvvxpswlrq ri 433 shufhqw
iruhljq rzqhuvkls ri fdslwdo/ dqg wkhuhiruh gl￿huv voljkwo| iurp wkh fruuhvsrqglqj htxdwlrq
+4<, khuh1 Qrwh dovr wkdw htxdwlrq +:, lq Nrqudg dqg Vfkmhoghuxs +4<<<, lv ghulyhg iurp
d txdvlolqhdu xwlolw| ixqfwlrq/ dqg iru wkdw uhdvrq gl￿huv voljkwo| iurp htxdwlrq +4<, khuh1
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